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PREFACE 

‘ 

An awareness of the economics of life insurance even as pre- 
sented in this brief survey of trends and problems should aid the 
potential purchaser in his selection of a policy that is “tailor-made” 
to fit his individual needs. Financial analysis should also help the 
potential policyholder, or future part-owner, in the selection of 
the better life insurance company. Studies such as this may also 
assist the interested individual in making his forecast of the 
industry’s future, its favorable or unfavorable trends, and its special 
problems. 


It has been well demonstrated that life insurance is a growth 
industry with excellent future prospects and that life insurance 
policies constitute a strong safeguard against future income un- 
certainties. In 1955, total life insurance in force and annual in- 
surance purchases reached an all-time high. Today there are no 
visible signs of a reversal of this record-breaking trend. Large 
national savings continue to flow through institutional investment 
channels, a large portion of which consists of direct premium money 
paid into life insurance companies. Also, life insurance is being in- 
creasingly accepted as “living” insurance and not just as death 
insurance. Professional status of the industry brings about im- 
proved services that are helpful to the economy as well as to the 
insured. 


This brief survey of trends and problems by Dr. Nelson is recom- 
mended reading for these who are interested in any phase of life 
insurance. 


Aldon S. Lang, Dean 
School of Business 
Baylor University 
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LIFE INSURANCE INDUSTRY TRENDS AND 
RECENT TEXAS DEVELOPMENTS 


I. INTRODUCTION 


The exact origin of life insurance is lost in the pages of history. 
Today’s life policy is the result of an evolution rather than an in- 
vention. Early forms of this contractual service were evident in 
transactions during the Roman Empire. However, it is generally 
held that life insurance as an industry is largely a development of 
the industrial age. The establishment of life insurance in the United 
States, on a sounder basis than a wager, took place during the first 
half of the nineteenth century.! 

The Mutual Life Insurance Company of New York issued its 
first policy in February, 1843. Since then, the industry has under- 
gone many changes to retain its place in the American economy. 
Today the underwriting of personal insurance risks is looked upon 
more as an economic institution than as a mere industry. This 
grouping of companies offers personal insurance coverage to the 
public through a variety of contracts offering various combinations 
of protection and investment. Indirectly, through their gathering 
of insurance deposits and the investing of these funds, the life 
insurance companies further economic development by making 
capital available. 

As an industry, life insurance is in the growth stage of its life- 
cycle. Historically, this period of growth began about 1906, after 
the industry weaknesses of the promotional period were brought 
to light by the Armstrong Committee investigation.? The effects 
of this probe were far reaching ; the reactions were many and varied. 
Adoption of state legislation, to prevent future abuses, was wide- 
spread ; and the influence of many of these laws is important today. 
In long-run terms, the investigation brought an end to the un- 
stable experimental-promotional era and established the life in- 
surance industry on a firmer, more solid foundation. 

The following twenty-three years brought recovery and rapid ex- 
pansion in this field. Insurance in force increased and the im- 
portance of life insurance underwriting firms grew. Broader public 
acceptance of personal insurance was encouraged as new products 


1R. Carlyle Buley, The American Life Convention (New York: Appleton- 
Century-Crofts, Inc., 1953), Vol. I, pp. 3-17. 

2This committee received its name from Senator William W. Armstrong 
who headed the New York Legislative Investigating Committee of 1905. 
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were introduced. Only the advent of World War I and the begin- 
ning of the great depression interrupted the favorable trend. Life 
insurance companies learned new lessons from the emergencies of 
each period, and the industry managed to survive these tests of 
strength and adaptability. Even competition by the federal govern- 
ment through its Social Security program of 1935 proved only a 
temporary hindrance to the underlying forces of growth. 

There has been a resumption of the upward swing in the past 
twenty years. By accepting Social Security protection as basic 
and building private insurance programs to supplement social 
security benefits, the industry received new impetus. The post- 
World War II period has produced dollar-volume increases never 
before experienced by this group of firms. Today, life insurance in 
its many forms is more widely accepted by the American people and 
is relied upon primarily to protect them from the risks of future 
income losses. 


... American families owned 237 million life insurance policies, 
representing an aggregate of $334 billion of protection. A 
total of $49 billion was purchased in 1954, Translated to the 
level of the individual family, this means that the per famil 
average in 1954 was $6,300 of life insurance owned, whic 
was one and a third times the family’s annual income. . .3 

What is the future for the life insurance industry? When will 
this industry enter its maturity period, the slowing down of the 
growth rate? These questions require answering. A general answer 
would tie the future growth of life insurance to the growth within 
the American economy. The predicted future increases in popula- 
tion and in national income for the United States could promise 
expansion and profits for the industry, provided the industry could 
maintain its present relative position. However, it is this normal 
rate of progress which is associated with an industry already in 
its maturity. Continued growth implies something more than the 
increases resulting from population growth. 

The real key to any industry’s future may be found in the 
present-day trends and problems of that industry. Advances are 
realized by the industry that is able to strengthen its favorable 
trends and reverse the unfavorable trends while working out 
satisfactory solutions to its problems. Looking at the movements 
within the life insurance field today will help in foreseeing this 


3Institute of Life Insurance, Life Insurance Fact Book 1955 (New York: 
1955), p. 6. During 1955, ownership of life insurance reached a new record 
level representing an average of $6,900 per family. Institute of Life In- 
surance, Life Insurance Fact Book 1956 (New York: 1956), p. 7. 
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industry’s future. The more alert and profitable companies in this 
business area will be those firms which take the earliest advantage 
of industry movements. 


II. INDUSTRYWIDE TRENDS 

The historian can trace clearly a century of growth for life in- 
surance ; however, this leaves in doubt the future limit of industry 
increases. Has the field been fully developed? In 1944, only 51 
per cent of the population of the United States was insured by 
private life insurance plans. Ten years later, 57 per cent of the 
population had life insurance protection.4 By the beginning of 
1956, 63 per cent or 103 million people had life insurance policies 
with the life companies.’ Project this rate of increase to 1960 and 
approximately 32 per cent of the people will still lack personal 
insurance coverage from legal reserve companies. Added to this 
undeveloped potential, the 63 per cent already covered have less 
than “adequate” protection. Sufficient insurance per person may 
become easier to promote only after the industry has developed a 
satisfactory method for carefully measuring the need for life in- 
surance protection and savings. In the meanwhile, individual com- 
panies will continue to do missionary work among the 32 per cent 
not covered. 

Economic theory relates industry growth to the trend in product 
pricing. In long run periods the average price of any progressing 
industry product should decline relative to the general price level. 
Life insurance rates are affected by three major cost factors: (1) 
the mortality rate among policyholders; (2) the interest rate 
realized on invested funds; (3) the underwriting expenses of the 
company. The product price is a result of the composite influence 
in the above factors. 

For American life companies the death rate has been decreasing 
for a number of decades with only minor interruptions. Science has 
been able to extend the life expectancy of the average citizen, re- 
flecting the improvement in the general good health of the popula- 
tion.© As people live longer, policy costs tend to decrease for life 
insurance. Secondly, the interest rate earned on all invested funds 
has recovered from the recent low money rates that prevailed until 
1947. Added to this, companies have adjusted their interest rate 
assumptions to correspond more closely to future conditions. Im- 


4Life Insurance Fact Book 1955, p. 5. 

5Life Insurance Fact Book 1956, p. 5. 

6Although the lower death rates reflect vast improvements in infants’ 
mortality rates, there is noticeable improvement in the age groups of adults. 
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provement, in the form of a rising interest rate, cannot be expected 
to continue with the federal government generally committed to 
moderate money rates. As declining interest rates tend to increase 
life insurance costs, a reversal of this trend is favorable. Finally, 
the expense of doing business has been rising in life insurance as 
well as in most industry areas. Life policies, with their greater costs 
in the early years of the contract, have had an extra burden. Large 
increases in new business also bring large increases in first year 
costs. This is a problem with which the industry is content to 
grapple as long as new business is increasing. The industry has 
taken action to control and to lower over-all costs, but improvement 
is more noticeable when individual companies are examined. In 
general, the net cost per thousand dollars of life insurance has been 
relatively stable in a period when inflationary forces have raised 
the prices of most goods and services. This stability is a com- 
mendable trait in any group of firms. 

It is of greatest importance that industry changes be in harmony 
with the economic changes. The group of competing companies 
may be able to anticipate the future needs of a dynamic society and 
may adjust their product or service to better fulfill these needs. It 
is desirable to have the industry lead the society in making changes 
rather than having the industry lag behind social change. The 
personal insurance firms, as an industry, are striving to meet the 
changing needs of the nation’s economy. New policy forms are 
introduced frequently. These innovations usually result from some 
company attempting to serve a changing desire of the consuming 
public. Other changes occur by having a policy clause rewritten or 
by having company practices vary from the printed contract to 
benefit the public. 

One timely and major improvement within the industry has 
been the gradual liberalization of underwriting procedures by the 
companies. Improved experience has resulted in the offering of 
insurance policies to men and women in practically every field of 
endeavor. Improvement in job safety and in the treatment of 
diseases has made certain risk categories acceptable for coverage 
today where they were unacceptable risk categories a few years 
ago. Also, broader coverage of the population has followed through 
the development of “extra risk” type of policy. By an extra pre- 
mium charge for the extra risk involved, underwriters are able 
to offer policies to many persons who formerly were ineligible be- 
cause of poor health or hazardous occupation.’ 


7Life Insurance Fact Book 1955, p. 45. 
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The promotion of a program planning approach to selling is 
another developing industry trend, due in part to the desire to 
attain a professional status. To replace packaged policy selling,® 
the better companies are training their agents to sell insurance 
coverage which best achieves the buyer’s purposes. This offering 
of policies to fit the client’s desires, objectives, and needs is based 
on the philosophy of service to the buyer. 

Out of the total of approximately 3,000,000 calls made daily 
by various life insurance representatives in this country, ap- 
proximately 1,000,000 calls are wholly for service of existing 


policies and have nothing to do either with selling new in- 
surance or with collecting premiums on old insurance.’ 


Service to the client is one quality of professional status. Of- 
fering a better, more useful product is a service as well as a move 
towards greater acceptance of the product. Career underwriters 
with the proper training, instead of self-trained, high pressure 
salesmen, assist the industry in attaining these goals: professional 
status and extended public acceptance. Continuation of this broad 
tendency is desirable for the industry as well as for the economy. 
And, “what is good for the insurance buyer is good for the in- 
surance business,”!° 
Life Insurance Becomes Personal Insurance 

Diversification is a notable trend developing in nearly all industry 
groups within the United States. Although life insurance under- 
writing is based upon many classes of diversification among its 
policy-holders, product diversification is more difficult to achieve. 
Thus, the field of accident and sickness insurance, which should be a 
natural part of servicing the personal insurance needs of a policy- 
holder, is receiving more attention from the legal reserve life in- 
surance companies. 

Most insurance plans offered are in the form of prepaid medical 
treatment in case of accident or sickness. Whether it is prepaid 
credits built up in anticipation of deferred demand, or whether it 
is future income payments arranged on the possibility of permanent 
disability, individual health insurance or corporation employee pro- 
grams can be of great potential service to the economy as well as 
a possibility of latent growth to the industry. However, the 
medical expense problem associated with indigent citizens and 


8This approach usually means presenting a policy and, by emphasis on 
selfish motives, selling pressure is applied by stressing the policy features. 

9David McCahan (ed.), Life Insurance: Trends and Problems (Phila- 
delphia: University of Pennsylvania Press, 1943), p. 175. 

10An address by Robert E. Bray, C. L. U., Second Annual Institute of 
Insurance at the University of Missouri, June 15, 1954. 
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with the impaired health individual is a governmental problem 
rather than a weakness of voluntary health insurance. 

The problem within this sector of personal insurance is the low 
level of limits on the amount of benefits paid for any one illness 
or period of treatment. Actually, it is the area of catastrophic 
disease or disastrous injury where the average individual needs as- 
sistance or protection. Recently, life companies began to solve this 
problem by writing a major medical insurance policy. This cover- 
age can be compared in its operation to deductible insurance, which 
has been written for many years in the area of automobile collision 
insurance. The life insurance industry is in the vanguard today 
with this long overdue and very necessary development. 

With the widespread movement toward pension plans for 
unionized workers, the life companies should be capable of service. 
Pensions, annuities, and endowments are fundamentally similar in 
operation and can be comparable in results achieved. It is estimated 
that by 1960 about 22 million workers will have some degree of 
participation in industrial pension plans.!!_ This opportunity has 
been acted upon, and today life insurance firms offer pen- 
sion plans and life insurance on an actuarial basis to em- 
ployee groups. In 1954, the number of pension plans in force 
with life companies totaled 16,280, and these plans covered about 
four million persons.!? Against an average life insurance policy 
of $960 for regular group certificates in 1920, the 1954 average 
group life insurance policy was $3,020.15 

The vast growth in group policies is a necessary offset to the 
tendency of field underwriters to concentrate their effort where 
the reward is greatest. Specialization by professionally-minded 
agents and the program planning approach point toward emphasis 
on higher premium policies and upper income groups. This pos- 
sible neglect of lower income families is prevented by the increases 
in group insurance, which is partially or completely financed by the 
employer. While some companies have concentrated on group pen- 
sion plans or group life insurance primarily for the larger firms 
of one hundred employees or more, other companies have pro- 
posed and are operating plans for a smaller number of employees. 
It is the business concern with fifty employees or less that represents 
the greatest future gains for group plan underwriting. 

The above product developments are accompanied by a related 


11Charles L. Dearing, Industrial Pensions (The Brookings Institution, 
Menasha, Wisconsin: George Banta Publishing Company, 1954), p. 130. 

12Life Insurance Fact Book 1955, p. 32. 

13Jbid., p. 11. 
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change in family outlook. Life insurance policies offer living bene- 
fits in the form of pension income, endowment payments, annuity 
income, surrender value, and disability income. In recent years, 
dollar amounts paid as benefits to living policy owners have ex- 
ceeded death benefits. In 1955, over $4,300,000,000 was paid to 
American families as living benefits, a 9 per cent increase over 
the dollar payments of 1954 and more than twice the annual pay- 
ments ten years ago.!* Viewed in a different light, 58 per cent 
of all life insurance payments represented benefits to individuals 


who succeeded in living long enough to have their insurance goals 
realized. 


Cost Consciousness of the Industry 

Present thinking, in all industry, is in terms of “automation.” 
Management thinks of the push-button factory as it puts into op- 
eration more and more fully-automatic assembly lines. This general 
economic manifestation, capital being substituted for labor, is pres- 
ent in most lines of business activity. Is life insurance able to 
capture any of the benefits available through automation? The 
industry activities do not allow the introduction of an automatic 
assembly line. 

Company operations remain susceptible to the introduction of 
“electronics,” and adaptability to all operations may come in the 
near future. The results already realized by the use of electronic 
equipment in just two of these areas are spectacular. At present, 
the adoption of electronic data processing to the underwriting rou- 
tine and the servicing routine of the home office has been a tre- 
mendous step forward. This improved office equipment can pro- 
duce a noteworthy reduction in costs, including record-keeping 
costs, record-storage costs, costs of compiling information from 
records, and costs of additional records for the company. In addition, 
better and more complete records will offer more recent and more 
accessible information for management. Also, electronic data pro- 
cessing will allow greater accuracy in calculating actuarial for- 
mulas involving a greater number of factors and will do so with a 
great saving of time. General acceptance of this equipment has 
taken place among the larger life insurance companies, and other 
companies can be expected to follow. The field of electronics is 
still relatively young. 


Budgeting for life insurance companies is a new concept being 


14Life Insurance Fact Book 1956, p. 34-5. The dollar figure excludes 
policy dividends which are excess premium refunds. 
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introduced into the industry. Expense items are the major: de- 
terminants of a company’s profits and competitive positions ; hence, 
they must be under a system of rigid accountability. Budgeting 
is mainly a system to assist in the control of these cost items, and 
it presents a difficult hurdle to life insurance management. Any 
such program will require the application of industrial engineering 
concepts to office operations insofar as this is practical. The in- 
dividual corporation must set up a time standards system for all 
office routine and figure out an equitable work load program. Then 
a budget will operate as a guide and as a check to all costs. 

Budget estimates, usually based upon an estimated volume of 
business, should arise from the personnel within each section or 
department. The estimates are subject to departmental revision 
and then become part of the proposed budget, subject to the ap- 
proval of top management. If executives will look upon the budget 
figures as a relative guide rather than as an inflexible maximum, 
they should be able to offset any tendency to “pad” the estimates. 
If the experience of the budget year does produce a larger volume 
of sales, then actual expenditures usually exceed the budgetary 
figures and produce a deficit. Department heads may be called 
upon to justify any increased costs, and top management will then 
become aware of the causes of these increases. Top management 
must be cost-conscious at all times; but in the aspiring company, 
management must be willing to spend money if the foreseeable 
benefits outweigh the cost. 


Public Relations 

Experience of past years has convinced the life insurance busi- 
ness that people buy their insurance more frequently from a par- 
ticular agent than from a certain company. This lack of brand 
preference in the buying of life insurance is being attacked by 
many of the companies. Frequently, the company name may aid 
the agent in his contact or in the actual sale. However, one present 
trend may be working against this popularizing of company names. 
The reliance on programming life insurance needs is a movement 
toward greater dependency upon the agent and may not encourage 
the future development of the company brand name. Yet, if a 
company is widely known for its broad encouragement of life in- 
surance programming, will not this increase the public’s accept- 
ance and create more favorable public relations? 

Life insurance companies publish annual reports in the form of 
financial statements. It is the function of these reports to furnish 
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information to groups that are outside the company on the present 
condition of the company. The annual statement to owners, or to 
policyholders in a mutual company, is becoming important as a 
public relations device. This prepared record strives for the sum- 
marization of information. The annual statement to the state in- 
surance commission is filed by the firm with the insurance officials 
of each state in which the company operates. This report is neces- 
sary to inform the insurance commissioner of each state as to the 
financial condition and operations of the company. 

The annual report, furnished by the company to owners, policy- 
holders, and prospects, furnishes direct but simplified facts. Omis- 
sions are frequent to reduce the amount of technical detail. The 
stress is on presenting the company in a rather favorable light and 
on interpreting the information as advantageously as possible. Fre- 
quently, management’s ability is shown by reviewing past decisions 
or by disclosing managerial decisions that will have an important 
future bearing on the firm. If the statement can reassure the pres- 
ent owners and policyholders, and if it can persuade some readers 
to become policyholders, then it is fulfilling its purpose. 

On or before March 1 of each year, each life insurance com- 
pany must file a financial statement in duplicate, showing the con- 
dition of the company as of December 31 of the preceding year. 
Each life company files such an annual statement with the insurance 
officials of each state in which it is registered to write insurance. 
This statement, upon a form prescribed by the state official, must 
be verified by the oath of at least two principal officers of the com- 
pany.!5 A copy of this statement is usually available to the general 
public for examination. Each state makes a thorough audit of all 
filed reports mainly to ascertain the company’s ability to meet its 
insurance obligations and partly to check for completeness and 
for compliance with required method and forms. 

Any investigation of the life insurance industry will disclose to 
the investigator a vast amount of information, both accurate and 
available, concerning the industry and the individual companies. 
Legal reserve life insurance corporations have accepted their “gold- 
fish bowl” atmosphere of operations. Thus, information is available 
direct from the company. As an industry, the firms support several 
life insurance associations. These associations publish large quanti- 


15Adelbert G. Straub, Jr., (ed.), Examination of Insurance Companies 
(New York: New York State Insurance Department, 1953), II, p. 159. The 
Texas Insurance Code 1955 requires one copy of the statement, but this is 
available to the public. Board of Insurance Commissioners, Texas Insurance 


Code 1955 (Texas: 1955), Art. 3.08 and Art. 3.20. 
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ties of printed information concerning the firms and the industry 
as part of their operations.!© Even regulation by state insurance 
commissioners produces information for the public as a secondary 
result. The industry appears to be aware of the powerful influence 
which good public relations can motivate. 


III. PRESENT INDUSTRY PROBLEMS 


The future of the life insurance industry will be shaped and molded 
partly by the trends that are discovered and partly by the solutions 
found for the problems that are now established. Trends arise 
frequently as solutions to various problems. On the other hand, 
an unfavorable trend may be a problem, or the gradual halt to a 
favorable trend may become a problem. These varied types of 
issues confront every industry and each company within the in- 
dustry. 


Old-Age and Survivors Insurance 


The nearly mandatory coverage of the working population under 
the Social Security Act poses a most perplexing issue to the private 
insurance companies. Theoretically, there are 95 million persons 
receiving life insurance similar to term, ordinary life, or endow- 
ment policies from Social Security instead of purchasing policies 
from private enterprise companies. If these “policyholders” of 
the federal government had elected this coverage freely, then it 
would be up to the private sector of the industry to meet this 
competition. 

In the United States the trend toward more social legislation 
continues while the formal opposition to this movement appears 
to be declining. Both major political parties have accepted com- 
pulsory security for individuals under government sponsorship. 
Social Security was first provided to deal with the special problem 
of employee superannuation and was mainly in the form of general 
old-age benefits. In 1939, survivors’ insurance benefits were added 
to the original act. Even this step could be considered as a func- 
tion of national government if a moderate view is taken toward 
welfare systems. Betweey the extremes of security with no govern- 
ment help and security under extensive compulsory welfare by 
government, this moderate attitude accepts as a governmental func- 


16Of special note is the College-Business exchange programs sponsored by 
two groups. College professors are invited to spend part of their summer 
studying life insurance through the home office of a large life insurance 
company. 
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tion the establishing of a floor of protection for all citizens. A 
moderate view would stress a minimum protection low enough to 
further encourage additional security, individually provided, 
through voluntary action. 

The life insurance industry should be willing to support a mod- 
erate program of Social Security as part of the economic frame- 
work within which it must operate. Low income groups are diffi- 
cult to service profitably with retirement insurance or even term 
life insurance from private companies. The industry’s future is 
adversely influenced by any change in the Social Security program 
that appears to be a departure from the idea of a floor of pro- 
tection for all under governmental supervision. The progress of 
the industry to date may be indicated by the lessening of pressure 
in the Social Security area for new developments in other welfare 
fields.1? Group insurance has been a productive sales field for the 
life insurance field underwriter. The coverage is available to the 
lower income groups, for the insured need pay only a part of the 
total cost. Large companies or small firms may turn to the private 
insurance company for assistance in solving their individual pen- 
sion problems. 

The future holds two possibilities. The greater the growth in 
group insurance and pension plans of life insurance companies, 
the lesser the economic need to extend Social Security old-age 
provisions beyond the minimum level concept. On the other hand, 
this added burden of costs may generate additional pressures from 
other groups. This pressure will be directed toward the broadening 
of government benefits instead of supporting moderation in these 
benefits. 


Inflation and the Variable Annuity 


A life insurance policy usually contains two separate elements: 


17The 84th Congress seems to have yielded to the pressure for a broader 
basic floor of protection. The revision adopted allows a disabled person to 
receive benefits at age 50, and women are eligible for benefits at age 62. 

A related area of federal government competition is the question of insur- 
ance for servicemen and for federal employees. Military survivor benefits 
has remained a government problem in the United States since the days of 
the Revolutionary War. At this time, new proposals are being studied in 
Congress to find a solution and to reduce much of the overlapping in various 
programs still operative. The general position of the industry has been one 
of cooperation, the offering of expert advice and critical analysis. Concern- 
ing the issue of insurance coverage for federal civil servants, the private 
underwriters were more successful in reversing the tendency toward using 
a government agency. The government set up a program to provide stand- 
ard group life insurance for federal employees through private life cor- 
porations. 
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first, it offers protection from loss of future income; secondly, it 
may contain a savings feature. In no other way can an individual 
establish such a large estate for such a small down payment. Pro- 
tection from the total loss of income is best provided for through 
life insurance in the greater number of situations. However, the 
savings features; as retirement income, as an emergency fund, as 
a loan fund, or as endowment payments; can be provided through 
other forms of savings. 

The influence of inflation has been adverse in its effect on life 
insurance savings features, which are affected in the same way 
as any fixed-dollar savings. Inflation may be used as an argument 
for the purchase of additional amounts of insurance protection. It 
is also true that inflation may be used as an argument against life 
insurance as a form of savings fund. Because the American people 
have come to fear deflation more than they fear inflation, there 
may be an economic bias or a political bias favoring inflationary 
periods. 

In competition with other types of fixed dollar amount savings, 
life insurance seems to have held its own long-run position. To 
meet the competition offered by other forms of savings and to 
correct a real weakness in the policy group that presents a large 
savings feature, the industry seems eager to test its latest solution. 
A new product—the variable annuity—is under industry consid- 
eration. In purchasing an annuity, it is the purchaser who antici- 
pates benefiting from the mature policy. The object sought by 
such a policy is a retirement income at some future date. On this 
basis, the industry move toward a variable payment contract for 
annuities is justified. Any further extension of the variable pay- 
ment to other contract forms may be less desirable for the public. 
Any variable amount payment provision, as a life insurance pro- 
ceeds settlement, will require a drastic change in the public’s in- 
surance philosophy before general acceptance. 

However, the life insurance industry is striving to go forward 
with its plans for variable annuities. The Variable Annuity Life 
Insurance Company was organized specifically to sell variable 
annuities.18 The New Jersey Legislature has a bill under consid- 
eration which would authorize the selling of variable annuities in 
New Jersey.!9 For many years, the Teachers Insurance and An- 


18This company, the first to be specifically authorized to offer variable 
annuities, was licensed by the District of Columbia. 

19Some opposition to the bill came from life insurance companies. The 
bill seems to be stopped from further consideration during. this session. It 
may be revived for the next session. 
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nuity Association, through their College Retirement Equities Fund, 
has been offering a variable annuity to its policyholders. In the 
area of group pensions for employees there is the possibility of 
the trust fund being invested partly in equity securities, thus giving 
a small amount of variable annuities protection. It appears that 
theorists in this area are still discussing the advisability of some- 
thing that the industry is already offering. 


Taxation of Life Insurance Companies 

In each state there is a special body of laws that apply to in- 
surance, separate state courts to interpret laws, and state officials 
or state bodies to make sure that the laws are followed. Although 
the federal government has the power and the authority to regu- 
late the insurance industry, Congress has not seen fit to exercise 
this authority.2° Regulation takes on a special significance when 
it includes the ability to levy and to collect taxes. The problem of 
federal taxation is inherently difficult and complex. 

Life insurance sales, profits, or operations are of a much longer- 
run nature than is found in the usual business corporation. There- 
fore it is difficult to say what the year-to-year profits of any one 
life company are. The individual companies appear willing to pay 
their share of the cost of government; it is the uncertainty of the 
federal taxation method that causes concern. Various tax formulas 
used in the past have proved lacking in producing sufficient tax 
revenue. A temporary measure was passed by both houses of Con- 
gress for taxation of life insurance corporations during 1955, and 
this stop-gap compromise was extended through 1956. A perma- 
nent solution is still being sought by Congress and by the industry. 

The industry viewpoint has been stated as: “. . . the amount of 
tax which the Federal Government is fairly entitled to collect 
from the industry is the amount collectible as an income tax from 
the individual members of . . . ” the life insurance companies.?! 
This position points out that any federal tax is a tax on the policy- 
holders, which tax is collected at the insurance corporation level. 
If the final Revenue Code that sets up a permanent tax basis should 
deviate from this industry concept, the results could be far-reach- 
ing. Possibly, the new tax basis could give the mutual companies 


20The Securities and Exchange Commission is seeking a court ruling on 
variable annuities as to whether the policies must be registered with the 
S. E. C. as securities. 

21United States Congress, House of Representatives, Committee on Ways 
and Means, Taxation of Life Insurance Companies, Hearings before Sub- 
committee, 83rd Congress, 2d Session, December 13-15, 1954 (Washington: 
Government Printing Office, 1955), p. 248. 
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a competitive advantage over the stock companies, or vice versa. 
Again, the implications of a direct tax on the policyholder may 
put all life insurance at a disadvantage to other forms of securing 
assurance for the future. On the other hand, a settlement of what 
is taxable income would help the industry, for tax would become 
just another cost factor to include in the company calculations. 


IV. THE INDUSTRY SITUATION IN TEXAS 

The United States had 877 legal reserve life insurance com- 
panies operating at mid-year 1954. Of this total Texas had 257 
companies, by far the largest total for any state.2? With the original 
insurance laws set up to encourage the incorporation of companies 
in the State of Texas and the state’s obvious economic and financial 
attractions, many life insurances companies established home offices 
in Texas. The history of life insurance indicates that a small crisis 
is necessary before revisions of state insurance codes are under- 
taken. The Texas Legislature has found vigorous opposition to 
any suggested revision of the state code. However, the special 
situation of the U. S. Trust and Guaranty Company of Waco 
may have supplied the critical situation that seems so necessary.?° 

During the 54th session of the Texas Legislature, twenty-seven 
new laws were passed in order to strengthen the entire insurance 
code. Restrictive in nature, the major improvements affecting life 
insurance appear to be within three provisions. First, by establish- 
ing higher minimum financial requirements, the statutes encourage 
the incorporation of stronger life insurance companies. Second, 
to aid in protecting the policyholder and the common stockholder, 
the law restricts the amount of insurance a small company may 
write on one life. Third, the State Board of Insurance Commis- 
sioners received authorization to inquire into the competence, fit- 
ness, and reputation of the officers and directors of life insurance 
carriers. The new statutes “enabled the board to proceed to elim- 
inate abuses which arise out of the past’ among the life insurance 
carriers already in the field. For new companies, the revisions 
aid the Board “to assure as nearly as possible that companies pro- 
posing to engage in the insurance business in the State of Texas 
have a sound financial background on organization.”4 


22Life Insurance Fact Book 1955, p. 46. 

23Because of the state laws, “no state agency was regulating U. S. Trust 
—although its operations worried state officials .. .” “A Cleanup in Texas,” 
Business Week, July 14, 1956. p. 72. 

24From “A Progress Report” prepared by The Examination Division, 
7g a of Insurance Commissioners, State of Texas, issued prior to July 
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The situation in Texas concerning life insurance companies as 
a group was not as corrupt or as scandalous as individual reports 
seemed to indicate. Confused accounts concerning a small fraction 
of all insurance companies have besmirched the reputation of life 
insurance companies operating in Texas. The actual situation 
proves the existence of inherent industry strength. “No full capital 
legal reserve life insurance company has failed in more than sixteen 
years. No policyholder in any Texas legal reserve life insurance 
company ... has lost a dime through failure of any Texas com- 
pany in this time.”’*5 It is usual for individual life insurance com- 
panies to reinsure or to assume the business of any other legal re- 
serve company of the same state that may be financially embar- 
rassed or insolvent. The assumed business seldom becomes a 
burden, and any potential policyholder sacrifices are vastly reduced. 
In Texas, the Texas Life Convention members stand ready to take 
on the policyholder liabilities of any faltering Texas legal reserve 
life insurance corporation. 

It is true that additional changes in the State’s insurance code 
are possible. Some may even be desirable for a variety of reasons. 
However, at present, life insurance companies operating in the 
State of Texas are in the strongest position of their history. The 
Board of Insurance Commissioners has new laws to enforce, and 
it has additional funds to make the laws effective. Both of the 
above changes should help strengthen and reassure the better com- 
panies. Policyholders in the state are better protected today than 
they were before the new code was adopted. Life insurance com- 
panies shall continue to contribute to the progress and development 
of the State of Texas. 


25“The Truth About Texas Insurance,” Texas Parade, March 1956, p. 26. 
Legal reserve companies are usually contrasted with fraternal societies. The 
figures are for legal reserve companies. 
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